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Contact Number:

' Employer Identification Number: NS

Dear Apptlcant:

\ you submitted Form 1024 Application for Recognition of Exemption
under-Section 501(a) of the Intemnal Revenue Code. You requested consideration under section
501(c)(9) or, in the alternative, under section 501(c)(5). . In a letter dated [ NNNNNEER ve
denied your. application. In a letter dated , we affirmed that denial. . You have
now:submitted Form: 1024 requesting: reoogmhon of exemption from federal income tax as an

" drganization described in section 501(c)(6). Based on. the information submitted, we have

conciuded that you do.not qualify for exempﬁon under section 501(c)(6).. The basis for our
" condjusion Is set forth below. S ‘

The lnfom\abon submitted indicates that you were formed pursuant to-a collective
bargaining agreement on as a trust between the Employers and tha Union. The
Employers are the owners and/or. operators andlor agents and/or terminal

‘ arting fro

- The Agreement of Trust provides that you were created to receive
contributions by.the Employers, and to administer, accumulate, and/or. distribute such
contributions in accordance. with the provisions | of the collective bargaining agreement then in
effect between the Employer and the Union. The Agreement states that:your purpose is to
receive Employer cash contributions for periodw cash distributions to the eligible employees for
the purposes-of providing the empioyees. certalnwork incentives including receiving
supplemental wages _ X

. in your: appllmtlon :you state that your, purpose Is to provide an incentive to the workers,
whnch will preserve jobs:and the means of. production and enhance productivity and promota ..
job stabilization.. You state that the benefit is designed to provide a stable, long term workforce
in.the nature of-a careerworkforce and overcome the transitory and seasonal nature of the
workforce. and workers. ‘The workforce mvolved_:is a daily labor pool consisting of both union
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jobs.

and nonunlon mbem in an open hinng hall. The incentive is additional compensabon for
work In certain “underutifized” job categories. You receiva cash contributions from the
Employers of the participating employees each paymll period. - Each Employer. makes a fixed
hourly contribution for each hour workeed by employees in the targeted jobs or functions. The
contributions;are accumulated for distribution in:full at the end of each quarter to the.qualifying -

pool of employees, net of any charged admnmsh'aﬁon fees and employment taxes.. There is no ...
carryover aceumulation of funds or investments. Only those participants wha have. met the

quarterly minimum number. of hours qualify fa share inthe pool. The distribution is.allocated to : '
each employee.in proportion to, and based: sole!y on, each employee’s number of qualifying
hours to the total numbes or such hours workedlby all employees

You state that you are designed to create an incentive to:achieve a stabilized, reliable,
skilled, drug-free, efflcient, workforce.. You state: dhat, in essence, you operate.as a career
retention plan.. The Incentive is desngned for each worker to. retum to unfinished jobs the next ..

- day and continue on sa the worker can accumulate 250 hours;in the quarter to qualify forthe |

pool. You state that this.results in superior: pmdudmty and better reliability, with a more
consistent and contmuous workforce and work a:ews that are availablé to begin and eomplete

You stata that in your industry and mth yourwor!dorce it would not be possible for any

- one employer or business to attempt or achieve your purpose.. The resuit-may. only be achleved .

by, d broad-based effort of an industry-wide trust, You state that a single employer. trust could
not accomplish the result, You also state that you were not formed or designed for payroll or

compensation purposes, but to promote the industry—wsde goals, and.that you are designed-and
operated to function:as industry-wide job stabnhzaﬁon and career. retention programs, not merely;-: *:';:

to. pay supplemental wages. Further, you state: that you are not displacing any. outside

' . commercial alternative becausa there is no for-profit business or company. that could perform

your servica:or’ achueve your goals. . You state that you are not a long-term savings program or a

‘ renrement plan nor are you funcnomng as a credlt umon Of. oommeraal bank.

Secnon 501 (c)(6) -of the Code prowdes for the exemption from federal income tax of |
business leagues, chambers of commerce, real-estate boards, or boards of trade, not organized:.

for profit and no,part of the net eammgs of whnch inures to the benefit of any private shareholder . - e

or Individual.

Secnon 1 501(c)(6)-1 of the Income Tax Regulatzons prowdes that a busmess league is.
an; asscciation of persons having some commen- busmess interest, the purpose of which Isto
promote such commoen interest and not to: engage ina regular business of a kind ordinarily
carried on for pmﬁL it is an organization of the; same general.class as a chamber of commerce
of board of trade. Thus; its activities should: be directed to the improvement of business
conditions of one or more lines of businessias distinguished. from the performance of particular
services for individual persons. An organization:whose purpose is to engage in a regular :
business of a kind ordinarily carried on for a proﬁt, even though the business Is conducted.on a;

A eooperauve bbasis or produces only suﬂiaent income to be self-sustaming, snota busmess
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Section 51 1 (a) of the Code imposes a tax ou the unrelated business taxable income of
organizations descdbed in section 501(c). ¥

Section 512(3)(1) of the Code defines the term "urvelated business taxable income" as the,

- gross income derived by-any. organization from afy unrelated trade or bmms regularly carried

on, by it, less certarn allowable deductions and modrﬁmtions

Sec:von ,51 3(a) of the Code defines the.term unrelated trade or business” as any trade or
busmess the conduct of which is not substanhaiiyr related (aside from the. need of such
organization for income or funds or the use it makes of the profits derived) to the exercise or
performanee by. such organization of the fundromconstrtutmg the basis of its exemption.

Sectlorm 513—1 |(d)X(2) of the regulatrons provrdes that trade or businees is “related” to

: exempt purpeses, in.the relevant sense, only wheére the conduict of the business activities has

causal-relationship to the achievement.of exempt purposes: and itis "substantially. related"” only;
if the causal reiatronship is.a substantial one. The.regulation continues that for the conduct of
trade or. business from which a particular amount of gross income is derived to. be substantially
related to purposes for. which exemption is granted the production or distribution of the goods or
the performance: of the services from which the gross income is derived: must contribute
importantiy tothe accomplishment of those purpeses

. “Rev. Rul 66—354 1966-2 CB.207, d%cribes a collective bargaining agreement between : .
-an association-of manufacturers and a labor, union that provides for the establishment of an
-organization ! to receive federal and State employment taxes which the manufacturers are
‘required to deduct from’ the wages of their employees who are members of the union. The .

orgamzatlon pays over the amounts-so received to the appropriate tax authorities.. It was

_established to insure the: efficient drscharge iof an -obligation imposed by law on its creators to

pay certain federal-and State taxes..  The revenue rulmg concludes that the organization does

not qualify for exemption as an- organization described in section 501(c)(6) of the Code, or any ’
" other of the subsections:of section 5C7 (c) bemuse it does it safve any: of the exempt ™ T

purposes described therem

" Rev.. Rul 68—284 1968-1 C.B. 264, deﬁneea partrcular service for the purposes of section .

501(c)(8) of the Code as including an activity that serves as a convenience:or economy fo the
members of the organtzatson in the operaﬂon of thenr own businesses

~ Rev.Rul. 82-138 1982-2 C.B. 106 descdbes a trust eraated asa resuit of collective
bargaxnrng agreements between individual: exempt business leagues and a labor union. The
trust reguiarly disburses:contributions to the ‘industry fund’ of each participating business
league, allocated In proportion to the amount of contributions received from the employer-
mernbers of the participating business leagues. The amounts In the industry. funds may be

: . Invested, awmmiated or disbursed only for iaborralam funcions, public relations and

legislative activities, _promotion of employment, | apprenhceshrp. vecational or fraining programs,: ;
and other programs to iinprove business conditions of the home building industry within the
meaning of secticn 1.501(c)(6)-1 of the mguiations The revenus. ruling concludes that the

orgamzation, is exempt under section 501(c)(6) of the Code because itis promotmg the common




bissiness intefests of the industry and disbur;sing;. funds. to the member. business leagues for
o :

business league purposes.
:In Steamship Trade:Association

:
:
1

81.T.C. 303 (1983),
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.the Court heldithat the organization's administration of vacation pay and guaranteed annual .

income accounts, pravided for under a collective bargdining agreement, was. unrelated to its

. exempt activities.under section 501(c)(6) of the Code. The Court reasoned that the
-performance of. these services benefited the: members, and not the industry :as a whole, by
relieving them.of:the burden of procuring those services individually from a-commercial

IR

enterprise.. Therefors, the fees received by the organization from its membeérs for administering -
these accounts were subject ta tax under section;511(a) as income from unrelated trade or

" . business,

o itis cleér that your. primary. activity is the pmvisbn of additional compensation to

employees for work they. have engaged in on betialf of your membes, the Employers. Itis
immaterial whether. the payments are considered.to be insuring a stabilized, reliable, skilled,
drug-free, efficient, workforce, or whether. they. are considered to be providing a career retention:
plan.:In the same manner. as the organization discussed in Rev: Rul. 66-354, supra, this activity,
does. not serve any. of the exempt purposes: described in section 501(c)(6).of the Code. Itis
similar to the!guaranteed annual income accounts determined to be unrelated trade or business:

. as.describedin Steamship Trade ation of Balti Inc., supra.. You are not similar to
the organization described in Rev. Rul. 82-138, supra, becausa that organization's ' . fLe

“digbursements.were made only for programs toiimpraove business conditions within the meaning,

- of section 501(c)(6)-: Your program benefits;your members by.relieving them of a burden they.. :. . IEDEN
“; "would otherwise.incur, Which is considered:o ba,a:particular service as described in Rev. Rul, e
| e8264,supra | | RS | -

: Accordingly, for the'above reasons, you do not qualify for exemption as-an organization

i described in section 501(c)6) of the Code.. Out letters dated  and, .
g wdenying your application for exemption under sections, c)(8)and 501(c)(5), rémainin !
-, effect. You must file federal incoma tax retums; L ' :

You have the right to protest this ruling if you bislieva it is incorrect.. To protest, you

. should submit a statement of your views ta this office, with a full explanation of your reasoning.

This statement, Signed by one of your officers, must be submitted within 30:days from the date |
of this letter.. You-also have a right to a conference in this office after your statement is’ i
submitted. You must request the conference, if:-you want one, when you file your. protest ;
statement. If you are 0 be represented by someone who is not one of your officers, that person
will need to file a proper:pawer of attcmey and otherwise qualify under.our Conference and
Practices Requirements. A

1

if we do not hear'from you within 30 days, this ruling will become ﬁné; and a copy willbe; | . ...

foMarded toithe Ohia Tax Exempt and Gove ment Entities (TE/GE) office. . Thereafter, any

questions about your federal income tax status should be directed to that office, either by calling

877-829-5500 (a toll free number) or sending commespondence to: Intemal Revenue Service,
TE/GE Customer.Service, P.O. Box 2508, .Cindqnaﬁ, OH 45201. .




:When sendmg additional letters to us with mpect to, thls case, you will expedlle their
receipt by using the followmg address: -

. Internal Revenue Service
" T:EEO:RAIT:2-CCH .

19 11 Constitution. Ave, N. W

Washlngton, D.C.. 20224
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lt ‘you have any, qu&staons, please contaa tha person whose name and telephone number

are shown m ither headlng of this Ietter
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Sincerely yours, .
(signed) Terrell M. Berkovsky |

Terrell M. Berkovsky
Manager, Exempt Organizations
Technical Qroup 2
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